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FALLER, KINCHELOE & CO, PL.C

Jg] Certified Public Accountan ts

Independent Auditor’s Report

To the Honorable Mayor and
Members of the City Council:

Report on the Financial Statements

‘We have audited the accompanying financial statements of the governmental activities, the business type
activities, the agerepate discretely presented component units, each major fund and the aggregate remaining fund
information of the City of Osceola, lowa, (City) as of and for the year ended June 30, 2014, and the related Notes to
Financial Statements, which collectively comprise the City’s basic financial statements listed in the table of
contents.

Management’s Responsibility for the Financial Statements

Management is tesponsible for the preparation and fair presentation of these financial statements in
accordance with the cash basis of accounting described in Note 1. This includes determining the cash basis of
accounting is an acceptable basis for the preparation of the financial statements in the circumstances. This includes
the design, implementation and maintenance of internal control relevant to the preparation and fair presentation of
financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Respongibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted
our audit in accordance with U.S. generally accepted auditing standards and the standards applicable to financial
audits contained in Government Auditing Standards, issued by the Comptroller General of the United States, Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the
risks of material misstatement of the financial statements, whether due to frand or error, In making those risk
assessments, the auditor considers internal control relevant to the City's preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the City’s internal control. Accordingly. we express no
such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements. :

We believe the audit evidence we have obtained is sufficient and appropriate o provide a basis for our
audit opinions.

-5
Joel C. Faller, CPA Alan Kincheloe, CPA Ryan Roof, CPA
2721 3W 30" Street Des Moines, lowa 50321-1409

(515) 362-5672 CPA@FKCcpa.com Fax {5158) 362-5674



Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective cash basis financial position of the governmental activities, the business type activities, the discretely
presented component units, each major fund and the aggrepate remaining fund informasion of the City as of June 30,
2014, and the respective changes in cash basis financial position for the year then ended in conformity with the basis
of accounting described in Note 1.

Basis of Accounting

As described in Note 1, these financial statements were prepared on Lhe basis of cash receipts and
disbursements, which is a basis of accounting other than U.S. generally accepted accounting principles. Our opinion
is not modified with respect to this matter.

Other Matters
Supplementary and Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City’s basic financial statements. The financial statements for the nine years ended June 30, 2013
(which are not presented herein) were audited by another auditor who expressed unmodified opinions on those
financial statements which were prepared on the basis of cash receipls and disbursements. The supplementary
information included in Schedules 1 through 5, including the Schedule of Expenditures of Federal Awards required
by U.S. Office of Management and Budget (OMB) Circular A-133, Audits of States. Local Govemnments. and Non-
Profit Organizations, is presented for purposes of additional analysis and is not a required part of the basic financial
statements,

The supplementary information is the responsibility of management and was derived from and relates
directly to the underlying accounting and other records used to prepare the basic financial statements. Such
information has been subjected to the anditing procedures applied in the audit of the basic financial statements and
certain additional procedures, incliding comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the basic financial statements or to the basic financial statements
themselves, and other additional procedures in accordance with U.S. generally accepied auditing standards. In our
opinion, the supplementary information is fairly stated in all material respects in relation to the basic financial
statements taken as a whole.

The other information, Management's Discussion and Analysis and the budgetary comparison information
on pages 7 through 12 and 30 through 31, has not been subjected to the auditing procedures applied in the audit of
the basic financial statements and, accordingly, we do not express an opinion or provide any assurance on it.

Other Reporting Required by Government Aunditing, Standards

In accordance with Govemment Auditing Standards, we have also issued our report dated March 31, 20135,
on our cansideration of the City’s internal control over financial reporting and on our tests of its compliance with
certain provisions of laws, regulations, contracts and grant agreements and other matters. The purpose of that report
is to describe the scope of our testing of internal contral over financial reporting and compliance and the results of
that testing and not to provide an opinion on the internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing Standards in considering
the City’s internal control over financial reporting and compliance.

N e

FALLER, KINCHELOE & CO., PLC

March 31, 2015
Des Moines, lowa
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MANAGEMENT'S DISCUSSION AND ANALYSIS

The City of Osceola (City) provides this Management's Discussion and Analysis of its financial statements.
This narrative overview and analysis of the financial activities is for the fiscal year ended June 30, 2014, We
encourage readers to consider this information in conjunction with the City's financial statements, which follow,

2014 FINANCIAL HIGHLIGHTS

*  Receipts of the City’s governmental activities increased 60.7%, or approximately $4,006,000 from
fiscal year 2013 to fiscal year 2014. Bond proceeds increased by $4,049,000 due to refinancing of
outstanding debt.

¢  Disbursements of the City’s governmental activities decreased by 33.7%, or approximately
$3,980,000, in fiscal year 2014 from fiscal year 2013. Community and economic development
disbursements decreased approximately $3,634,000, which is primarily due to the release of funds to
the Clarke County Reservoir Commission in fiscal year 2013.

*  The City’s total cash basis net position increased 70.2%, or approximately $2,782,000, from June 30,
2013 to June 30, 2014. Of this amount, the cash basis net position of the governmental activities
increased approximately $2,822,000 and the cash basis net position of the business type activities
decreased approximately $41,000.

USING THIS ANNUAL REPORT
The annual report consists of a series of financial statements and other information, as follows:

Management's Discussion and Analysis introduces the basic financial statements and provides an
analytical overview of the City's financial activities.

The Government-wide Financial Statement consists of a Cash Basis Statement of Activities and
Net Position. This statement provides information about the activities of the City as a whole and
presents an overall view of the City's finances.

The Fund Financial Statements tell how governmental services were financed in the short term as
well as what remains for future spending. Fund financial statements report the City's operations in
more detail than the government-wide financial statement by providing information about the
most significant funds.

Notes to Financial Statements provide additional information essential to a full understanding of
the data provided in the basic financial statements.

Other Information further explains and supports the financial statements with a comparison of the
City's budget for the year.

Supplementary Information provides detailed information about the non-major governmental
funds and the City’s indebtedness. In addition, the Schedule of Expenditures of Federal Awards
provides details of various federal programs benefiting the City.

BASIS OF ACCOUNTING

The City maintains its financial records on the basis of cash receipts and disbursements and the financial
statements of the City are prepared on that basis. The cash basis of accounting does not give effect to accounts
receivable, accounts payable and accrued items. Accordingly, the financial statements do not present financial
position and results of operation of the funds in accordance with U.S. generally accepted accounting principles.
Therefore, when reviewing the financial information and discussion within this annual report, readers should keep in
mind the limitations resulting from the use of the cash basis of accounting.



REPORTING THE CITY'S FINANCIAL ACTIVITIES
Government-wide Financial Statement

One of the most important questions asked about the City's finances is, "Is the City as a whole better off or
worse off as a result of the year's activities?" The Cash Basis Statement of Activities and Net Position reports
information which helps answer this question.

The Cash Basis Statement of Activities and Net Position present the City's net position. Over time,
increases or decreases in the City's net position may serve as a useful indicator of whether the financial position of
the City is improving or deteriorating.

The Cash Basis Statement of Activities and Net Position is divided into the following activities:

» Governmental Activities include public safety, public works, culture and recreation, community and
economic development, general government, debt service, and capital projects. Property tax and state
and federal grants finance most of these activities.

* Business Type Activities include the sanitary sewer system. These activities are financed primarily by
user charges,

»  The Component Units include the Osceola Public Library Foundation, the Oscecla Volunteer
Firefighter’s Association, and the Osceola Water Department, which accounts for the activities of the
waterworks.

Fund Financial Statements
The City has three kinds of funds:

1) Governmental funds account for most of the City's basic services. These focus on how money flows into
and out of those funds, and the balances at year-end that are available for spending. The governmental fiunds
include: 1} the General Fund, 2) the Special Revenue Funds, such as Road Use Tax, and Trust & Apency funds, 3)
the Debt Service Fund, 4) the Capital Projects Fund and, 5) the Permanent Fund, The governmental fund financial
statemenis provide a detailed, short-term view of the City's general government operations and the basic services it
provides. Governmental fund information helps determine whether there are more or fewer financial resources that
can be spent in the near future to finance the City's programs.

The required financial statements for governmental funds are a Statement of Cash Receipts, Disbursements
and Changes in Cash Balances.

2)  Proprietary funds account for the City's Enterprise Fund. Enterprise Funds are used to report business type
activities. The City maintains one Enterprise Fund to provide separate information for the Sewer Fund, considered
to be a major fund of the City.

The required financial statements for proprietary funds are a Statement of Cash Receipts, Disbursements
and Changes in Cash Balances.

Reconciliations between the government-wide financial statement and the fund financial statements follow
the fund financial statements.

3) Fiduciary funds account for resources held for others. The Fiduciary fund consist of an Agency Fund,
Friends of Depot.



GOVERNMENT-WIDE FINANCIAL ANALYSIS

Net position may serve over time as a useful indicator of financial position, The City’s cash balance for
governmental activities increased from a year ago, increasing from approximately $3.273 million to approximately
$6.095 million. The analysis that follows focuses on the changes in cash basis net position of governmental

activities.
Changes in Cash Basis Net Position of Governmental Activities
(Expressed in Thousands)
Year Ended June 30,
2014 2013
Receipts:
Program receipts:
Charges for service 662 698
Operating grants, coniributions and restricted interest 553 335
Capital grants, contributions and restricted interest 122 314
General receipts:
Property tax 2,406 2,315
Tax increment financing 536 640
Hotel motel tax 273 247
Local option sales tax 775 853
Gaming wager tax 1,096 872
Other city tax 3 -
Unrestricted interest on investments 33 20
Bond proceeds 4,093 49
Gain on sale of investments 16 -
Miscellaneous an 39
Total receipts 10,608 6,602
Disbursements:
Public safety 1,140 1,102
Public works 1,273 1,083
Culture and recreation 792 744
Community and economic development 1,433 5,067
General government 645 792
Debt service 1,458 1478
Capital projecis 1,091 1,546
Total disbursements 7,832 11,812
Change in cash basis net position before transfers 2,776 (5,210)
Transfers, net 46 145
Change in cash basis net position 2,822 (5,065)
Cash basis net position beginning of year (July 1, 2013 restated) 3,273 7,958
Cash basis net position end of year 6,095 2,893




1

The City’s total receipts for governmental activities increased 60,7%, or approximately $4,006,000. The
total cost of all programs and services decreased approximately $3,980,000, or 33.7%, with no new programs added
this year. The increase in receipts was the result of bond proceeds received due to refinancing of outstanding debt.
The decrease in program costs was the result of a one-time release of funds to the Clarke County Reservoir
Commission in fiscal year 2013. Generally, program costs will remain between approximately $7.5 million and $9
million.

The City maintained a stable property tax rate for fiscal year 2014. Due to an increase in taxable valuation,
property tax receipts increased approximately $91,000 in fiscal year 2014. Property tax receipts are budgeted to
remain relalively the same in fiscal year 2015.

The cost of all governmental activities this year was approximately $7.832 million compared to
approximately $11.812 million last year. However, as shown on the Statement of Activities and Net Position on
page 14, the amount taxpayers ultimately financed for these activities was $6.495 million because some of the cost
was paid by those directly benefited from the programs (approximately $662,000) or by other governments and
organizations that subsidized certain programs with grants, contributions and restricted interest (approximately
$674,000). Overall, the City’s governmental activities receipts, including intergovernmental aid and fees for
service, decreased in fiscal year 2014 from approximately $1,547,000 to approximately $1,337,000, principally due
to decreased capital grants and contributions in fiscal year 2014 compared to fiscal year 2013.

Changes in Cash Basis Net Position of Business Type Activities
(Expressed in Thousands)

Year Ended June 30,
2014 2013
Receipts:
Program receipts:
Charges for service:
Sewer § 1,183 1,180
General receipts:
Miscellaneous 2 -
Total receipts 1,185 1,180
Disbursements:
Sewer : 1,180 1,048
Total disbursements 1,180 1,048
Change in cash basis net position before transfers 5 132
Transfers, net (46) (145)
Change in cash basis net position : (41 (13)
Cash basis net position beginning of year 692 705
Cash basis net position end of year $ 651 692

Total business type activities receipts for the fiscal year were approximately $1.185 million compared to
approximately $1.18 million last year. The increase was due primarily due to the 5% rate increase in fiscal year
2014. The cash balance decreased approximately $41,000 from the prior year due to capital project outlays. Total
disbursements for the fiscal year increased 12.6% to approximately $1,180,000.

-10-



INDIVIDUAL MAJOR GOVERNMENTAL FUND ANALYSIS

As the City completed the year, its governmental funds reported a combined fund balance of $6,095,127,
an increase of more than $2,823,000 below last year’s total 0f$3,272,611. The following are the major reasons for
the changes in fund balances of the major funds from the prior year.

*  The General Fund cash balance increased by $8,122 from the prior year to $1,247,930.

»  The Special Revenue, Urban Renewal Tax Increment Fund cash balance decreased by $207,142 from
the prior year to $669,751. The City dispersed TIF funds that were collected in prior years for debt
Service purposes.

¢ The Special Revenue, Local Option Sales Tax Fund cash balance decreased by $47,726 during the
fiscal year to a total of $47,496. The primary purpose of this fund is to account for the local option
sales tax revenues dedicated to the Clarke County Reservoir Project.

*  The Debt Service Fund cash balance increased by $3,042,671 from the prior year to $3,042,671.
Generally the city maintains a 30 fund balance at the end of the year; however, in fiscal year 2014 the
City refinanced debt and ended the year with $3,042,647 in U.S. Securities pledge to the retirement of
outstanding debt.

*  The Capital Projects cash balance increased by $187,679 to $612,426. This increase can be attributed
to additional revenues received from bond proceeds and underfund transfers which will be nsed in
fature capital projects.

INDIVIDUAL MAJOR BUSINESS TYPE FUND ANALYSIS

»  The Enterprise, Sewer Fund cash balance decreased by $40,437 to $651,361, due to capital projects
completed during the fiscal year.

BUDGETARY HIGHLIGHTS
- During the course of the year, the City did not amend its budget one time.

The City’s receipts were $2,341,142 less than budgeted. This was primarily due to the City receiving less
intergovernmental receipts than anticipated.

Even though the City did not go over budget in total, disbursements in the public works, culture and

recreation, community and economic development, general government, debt service and business type activities
functions were $11,331, $24,001, $158,467, $58,070, $4,424 and $1,042 more than the amended budget amounts.

-11-



DEBT ADMINISTRATION

At June 30, 2014, the City had approximately $16,705,000 in bonds and other long-term debt outstanding,
compared to approximately $13,980,000 last year, as shown below.

Qutstanding Debt at Year-End
{Expressed in Thousands)

June 30,
2014 2013
General obligation bonds and notes $ 12,388 9,446
Revenue note 4,300 4 500
Lease-purchase agreement 17 34
Total $ 16,705 13,980

The City refinanced the Annual Appropriation Corporate Purpose 2007 note in fiscal year 2014 and is
currently holding $3,042,000 in U.S. Securities dedicated to the retirement of the debt in fiscal year 20135.

The amount of general obligation debt a political subdivision of the State of lowa can incur is controlled by
constitutional debt limit, which is an amount equal to 5% of the actual value of property within the corporate limits,
taken from the last county tax list. The City's debt limit, based upon said valuation, amounts to the following;

Actual Value of Property, 2012 § 253,580,849

Debt Limit 0.05

b} 12,679,042

The City’s outstanding general obligation debt of $12,388,000 is below the constitutional debt limit of
512,679,042,

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

The City’s elected and appointed officials and citizens considered many factors when setting the fiscal year
2015 budget, tax rates, and fees that will be charged for various City activities. One issue the City intends to
monitor closely is the impact of the Commercial/Industrial and Multi-Residential property tax rollback in future
fiscal years.

These indicators were taken into account when adopting the budget for fiscal year 2015. Rather than
opting for a levy rate neutral budget, the City Council opted to levy a tax revenue neuiral budget and make
adjustments to garbage fees and sewer rates to ensure adequate coverage.

CONTACTING THE CITY'S FINANCIAL MANAGEMENT
The financial report is designed to provide our citizens, taxpayer, customers, and creditors with a general
overview of the City's finances and to show the City's accountability for the money it receives. If you have

questions about this report or need additional financial information, contact Ty Wheeler, City Administrator/Clerk,
1153 N Fillmore, Box 465, Osceola, 1A 50213.

-12-
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Functions / Programs:
Primary Government:
Govemnmental activities;
Public safety
Public works
Culture ned recreation
Cormmunity and economic development
General government
Diebt service
Cnpital projects
Total governmental nctivities

Busizess type activities:
Sewer
Total husiness 1ype nctivities

Twotal Primary Government

Compuonent Unijls:

Osceala Pablic Librury Foundation
Osceala Volunteer Fisefiphter's Associntion
Osceola Municipal Wmerworks

Totul Component Units

General Receipts ond Transfers:

Praperty and ather city tax levied for
General purposes
Delt service

Tax increment finpncing

Hotel motel 1ox

Locn] option snles tax

Gaming wager inx

Ditber city tax

Unrestricted interest on investments

Rent incame

Sule of real cslate

Insurance reimbursement

Bond proceeds

Gnin ¢on sole ol investments

Miscellancous

Transfers

Tatel genernl recedpls and transters

Change in cash besis net pesition
Cashi basis net position beginning of year
Chosle basts net position end of year

Cash Basis Net Position
Restricied:
Nonexpendable:
Library
Cemetery perpetun) cnre
Expendable:
Local option sales tnx
Tex increment financing
Streets
Capital projects
Debt service
Other purposes
Unsestricled

‘Toial cash basis net position

See notes 10 finenciol sialements,

City of Oscenln

Exhibit &
Cash Basis Swutement of Activities and Net Pasition
As ofand for the yenar ended June 30, 2014
Net (Disbursemnents} Receipts and
Changes in Cesh Basis Net Assels
Proprum Receipls Primary Government
Cperating,
Grants, Capital Grants,
Contribusions ~ Contributions
Charges for  and Restsicted  and Resiricied  Governmental  Business Type Component
Bisbursements Service Interest Interest Activities Activities Tatal Units
5 1,140,064 53,315 60,446 - {1,026,307) - (1,026,303}
1,273,154 403,882 492,179 - (377,093) - {377,093)
791,586 145,400 - - (646,116) - {645,i18)
1432,539 51,370 - - (1,381,165) - (1,381,16%)
645,175 8,243 - - (636,932) - {636,932)
1,458,333 - - - (1,458,333) - {1,458333)
1,000,797 - - 121,676 {969,121) - {969,121)
7.831,578 662,210 552,625 121,676 {6,495,067) - {6,495,067)
§,175,584 183,161 - - - 3,577 3577
L I75.584 1,183,161 - - - 3,577 1,577
5 0011162 1E453T1 552,625 121,676 {6,495,067) 3,577 {6,491,490)
s 16,473 - 38,943 - 22470
5,520 - 511 - (349}
2031447 1,386,254 - 86,614 (358,579}
5 2,053,440 1,386,254 44,114 B6.614 {536,458)
1,856,363 - 1,856,363 .
549,935 - 549,935 -
536,385 - 536,383 “
272,592 - 272,592 -
715,096 - 775,086 -
1,096,269 - 1,096,269 -
7,788 - 7,788 -
32,918 30 32,948 2,083
. - - 261,808
- - - 70,732
B - - 2,243
4,097,855 - 4,097,855 -
16,386 - 16,386 -
30,367 1,585 31,952 83,meo
45,629 {45,629} - -
9,317,583 (44.014) 9,273,569 419,885
2,822,516 (40,437} 2,782,079 {116,573}
3,272,611 691,798 3964409 1,835,156
$ 6005127 651,361 6,746,488 1,718,583
5 1,759 - 5,759 -
103,262 - 103,262 -
47,496 - 47,496 -
669,751 - 669,751 .
41,860 309,366 351,226 359
612,426 - 612,426 -
3,042,671 - 3,042,671 -
355,831 - 355,831 1,268,699
1,220,071 341,995 1,562,066 9,485
$ 6095127 651,361 6,746,488 LI1R.543
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Receipts:
Property tex
Tax increment financing
Other city tax
Licenses and permits
Use of money and property
Intergovernmental
Churges lor service
Miscellzneous
Total receipts

Disbursements:
Operating;
Public safety
Puhlic works
Culture and recreation
Community and cconemic development
General government
Debt service
Capital projects
Total disbursements

Excess (deliciency) of receipts
over {under) disbursements

Other financing sources {uses):
Proceeds of refunding bonds,
net of $11,155 preminm
Bond proceeds
Operating transfers in
Operating ransfers out
Total other financing
sources (uses)

Change in cash balances
Cash balances beginning of year
Cash balances end of year

Cash Basis Fund Balances
Nonspendshle:

Library

Cemetery perpetual care
Restricted for:

Local option sales tax

Tax increment Mnancing

Streets

Capitnl projects

Dehbt service

Other purposes
Unassigned

Total cash basis fund balances

City of Osceals

Exhibit B
Siatement of Cash Receipts, Disbursements and Changes in Cash Balances
Governmental Funds
As ol and for the year ended June 30, 2014
Special Revenue
Urban Local
Renewal Tax  Option Sales Debt Capital
General Increment Tax Service Projecls MNonimajor Total

$1,567,570 - - 549,933 - 288,794 2,406,295
- 536,385 - - - - 536,385
1,376,650 - 715,096 - - - 2,151,746
59,612 - - - - - 59,612

48,527 - - - - 4,254 52,781

60,446 - - - 121,676 492,179 674,301
534,780 - - - - - 534,780
5,848 “ - - - 4,858 94,706
3,737 433 536,385 775,096 549,935 121,676 790,083 6,510,610
915,220 - - - - 224,844 1,140,064
346,487 - 43 488 - - 684,179 1,273,154
671,022 - - “ - 120,494 791,516
351,038 274,195 779,884 - - 27422 1,432,539
584,838 - - - - 60,337 645,175

- - - 1,458,333 - - 1,458,333

- - - - 1,090,797 - 1,690,797
3,068,605 274,195 822,372 1,458,333 1,090,797 1,117,276 7.831.578
668,828 262,190 (47,276) (908,398) (969,121) (327,191)  (1,320,968)

- - - 3,042,671 - - 304267

- - - - 1,055,184 - 1,055,184

- - - 908,398 101,616 165,653 1,175,667
(660,706) {469,332) - - - -~ (1,130,038)
{660,706) {465,332) - 3,551,069 1,156,800 165,653 4,143 484
8,122 (207,142} (47,276) 3,042,671 187,679 (161,538) 2,822,516
1,239.808 876,893 94,772 - 424,747 636,391 3,272,611
$1,247.930 669,751 47,494 3,042,671 612,426 474,853 6,095,127
3 - - - - - 1,759 1,759
- - - - - 103,262 103,262

- - 47,496 - - - 47,496

- 669,751 - - - - 669,751

- - - - - 41,860 41,860

- - - - 612,426 - 612,426

- - 3,042,671 - - 3,042,671

27,859 . - - - - 327972 - 355,831
1,220,071 - - - - 1,220,071
51,247,930 669,751 47,496 3,042,671 612,436 474,853 6,095,127

See notes to financial statements.
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City of Osceola

Exhibit C

Statement of Cash Receipts, Disbursements and Changes in Cash Balances

Proprietary Funds

As of and for the year ended June 30, 2014

Operating receipts:
Charpes for service
Miscellaneous
Total operating receipts

Operating disbursements:
Business type activities
Total operating disbursements

Excess of operating receipts over
operating disbursements

Non-operating receipts (disbursements):
Interest on investments
Debt service
Capital projects

Net non-operating receipts (disbursements)

Excess of receipis over disbursements

Other financing sources (uses):
Operating transfers in
Operating transfers out

Total other financing sources (uses)

Change in cash balances

Cash balances beginning of year
Cash balances end of year

Cash Basis Fund Balances |
Restricted for debt service

Tnrestricted

Total cash basis fund balances

See notes to financial statements.
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Enterprise

Sewer
$ 1,183,161

1,585
1184145

698,740
698,740

486,006

30
(306,504)
(174,340)
(480,814)

5,192
15,820
(61,449)
(45,629)
(40,437)
691,798

5 651361

3 309,366
341,995

5 651361



City of Osceola

_ Exhibit D
Statement of Cash Receipts, Disbursements
and Changes in Cash Balances
Fiduciary Fund
As of and for the year ended June 30, 2014
Agency
_ Friends of
E"'"" Depaot
Additions:
None 3 -
Total additions -
Deductions:
None -
Total deductions -
Change in cash balances -
Cash balances beginning of year 20,746
i Cash balances end of year 3 20,746

See notes to financial statements.
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City of Oscenla

Exhibit E
Combining Cash Basis Statement of Activities and Net Position
Discretely Presented Component Units
As of and for the year ended June 30, 2014
Osceola Osceola
Public Volunteer Osceola
Library Firefighter's Municipal
Foundation Association Waterworks Total
Disbursements b 16,473 5,520 2,031,447 2,053,440
Program receipts:
Charges for service - - 1,386,254 1,386,254
Operating grants, contributions and restricled interest 38,943 5,171 - 44,114
Capital grants, contributions and restricled interest - 86,614 86,614
Total program receipts 38,943 5,171 1,472,868 1,516,982
Net program (expenses) receipts 22,470 (349) (558,579 (536,458)
General receipts: :
Unrestricted interest on investmen - - 2,083 2,083
Rent income - - 261,808 261,808
Sale of real estate - - 70,732 70,732
Insurance reimbursement - - 2,243 2,243
Miscellaneous - - 83,019 83,019
Total general receipts - - 419,885 419,885
Change in cash basis net positon 22470 (349) (138,694) (116,573)
Cash basis net position beginning of year 1,215,259 2,788 617,109 1,835,156
Cash basis net psotion end of year 5 1,237,729 2,439 478,415 1,718,583
Cush Basis Net Position
Restricted:
Debi service b - - 399 359
Other purposes 1,237,729 2,439 28,531 1,268,600
Unrestricted - - 449 483 449,485
Tatal cash basis net position $ 1,237,729 2,439 478,415 1,718,583

See notes to financial statements.
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City of Osceola
Notes to Financial Statements

June 30, 2014

Summary of Significant Accounting Policies

The City of Osceola (City) is & political subdivision of the Stale of Iowa jocated in Clarke County, Tt
operates under the Home Rule provisions of the Constitution of lowa. The City operates under the Mayor-
Council form of government with the Council Members elected on a non-partisan basis. The City provides
numerous services to citizens including public safety, public works, culture and recreation, community and
economic development, and general governmental services. The City also provides sewer utilities for ils
citizens,

A. Reporting Entity

For financial reporting purposes, the City has included all funds, organizations, agencies, boards,
commissions and authorities. The City has also considered all potential component units for which it is
financially accountable, and other organizations for which the nature and significance of their
relationship with the City are such that exclusion would cause the City’s financial statements to be
misleading or incomplete. The Governmental Accounting Standards Board has set forth criteria to be
considered in determining financial accountability. These criteria include appointing a voting majority
of an organization’s governing body, and (1) the ability of the City to impose its will on that
organization or (2) the potential for the organization to provide specific benefits to, or impose specific
financial burdens on the City.

These financial statements present the City (the primary government) and its component units, The
component units discussed below are included in the City’s reporting entity becanse of the significance
of their operational or financial relationship with the City.

Discretely Presented Component Units

*  The Osceola Public Library Foundation was established under Chapter 504 of the Code of Towa, is
legally separate from the City, but has the potential to provide specific benefits to or impose
specific financial burdens on the City. The purpose of the Osceola Public Library Foundation is to
support the activities of the Osceola, lowa public library.

* The Osceola Volunteer Firefighter’s Association was established under Chapter 504 of the Code of
Towa, is legally separate from the City, but has the potential to provide specific benefits to or
impose specific financial burdens on the City. The purpose of the Osceola Volunteer Firefighter’s
Association is to support the activities of the Osceola, Towa fire department.

» The Osceola Waterworks (Waterworks) is presented in a separate column to emphasize it is legally
separate from the City, but is financially accountable to the City or its relationship with the City is
such ihat exclusion would cause the City’s financial statements to be misleading or incomplete.

The Waterworks was established to operate the City’s waterworks facilities. The Waterworks is
‘governed by a five member Board of Trustees appointed by the Mayor and approved by the City
Council. Title to all property of the Waterworks is held in the name of the City. A financial
benefit/burden relationship exists between the City and the Waterworks in that the City is
authorized by statute to issue general abligation debt for a City utility and may certify taxes for the
payment of the debt,
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Jointly Governed Oreanizations

The City also participates in several jointly governed organizations that provide goods or services to
the citizenry of the City but do not meet the criteria of a joint venture since there is no ongoing
financial interest or responsibility by the participating povernments. City officials are members of the
following boards and commissions: Clarke County Reservoir Commission, Clarke County Assessor’s
Conference Board, Emergency Management Commission, Clarke County Development Corporation,
the Main Street Board and the Clarke County Jail and Law Enforcement Center.

Basis of Presentation

Government-wide Financial Statement - The Cash Basis Statement of Activities and Net Position
reports information on all of the nonfiduciary activities of the primary government and its component
units. For the most part, the effect of interfund activity has been removed from these statements.
Governmental activities, which are supported by tax and interzovernmental revenues, are reported
separately from business type activities, which rely to a significant extent on fees and charges for
service,

The Cash Basis Statement of Activities and Net Position presents the City’s nonfiduciary net position.
Net position is reporied in the foliowing categories/components:

Nonexpendable restricted net position is subject to externally imposed stipulations which
require the cash balance to be maintained permanently by the City, including the City’s
Permanent Fund.

Expendable restricted net position results when constraints placed on the use of cash balances
are either externally imposed or imposed by law through constitutional provisions or enabling
legistation. Enabling legislation did not result in any restricted net position,

Unrestricted net position consists of cash balances not meeting the definition of the preceding
categories. Unrestricted net position is often subject to constraints imposed by management
which can be removed or modified.

The Cash Basis Statement of Activities and Net Position demonstrates the degree to which the direct
disbursements of a given function are offset by program receipts. Direct disbursements are those
clearly identiftable with a specific function. Program receipts include 1) charpes to customers or
applicants who purchase, use or directly benefit from goods, services or privileges provided by a given
function and 2) grants, contributions and interest on investments restricted to meeting the operational
or capital requirements of a particular function. Property tax and other items not properly included
among program receipts are reported instead as general receipts.

Fund Financial Statements — Separate financial statements are provided for governmental funds, the
proprietary fund and the fiduciary fund. Major individual governmental funds and major individual’
enterprise funds are reported as separate columns in the fund financial statements. All remaining
governmental funds are aggregated and reported as nonmajor governmental funds.

The City reports the following major govemmenial funds:
The General Fund is the general operating fund of the City. All general tax receipls from general
and emergency levies and other receipts not allocated by law or contractual agreement to some
other fund are accounted for in this fund. From the fund are paid the general operating
disbursements, the fixed charges and the capital improvement costs that are not paid from other
funds.
Special Revenue:

The Urban Renewal Tax Increment Fund is used to account for tax increment financing

collections and the repayment of tax increment financing indebtedness.
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The Local Option Sales Tax Fund is used to account for the local option sales tax
collections to be used for street improvements and for the Clarke County Water Reservoir.

‘The Debt Service Fund is utilized to account for property tax and other receipts to be used for
the payment of interest and principal on the City’s general long-term deb.

The Capital Projects Fund is used to account for all resources used in the acquisition and
construction of capital facilities.

The City reports the following major proprietary fund:

The Enterprise, Sewer Fund accounts for the operation and maintenance of the City’s
wastewater treatment and sanitary sewer system.

Additionally, the City reports a fiduciary fund to account for assets held by the City as an agent for the
Friends of Depot.

Measurement Focus and Basis of Accounting

The City maintains its financial records on the basis of cash receipts and disbursements and the
financial statements of the City are prepared on that basis. The cash basis of accounting does not give
effect to accounts receivable, accounts payable and accrued items. Accordingly, the financial
statements do not present financial position and results of operations of the funds in accordance with
U.S. generally accepted accounting principles.

Under the terms of grant agreements, the City funds certain programs by a combination of specific
cost-reimbursement granis, categorical block grants and general receipts. Thus, when program
disbursements are paid, there is both restricted and unrestricted cash basis net position available to
finance the program. It is the City’s policy to first apply cost-reimbursement prant resources to such
programs follewed by categorical block grants and then by general receipts.

When a disbursement in governmental funds can be paid using either restricted or unrestricted
resources, the City’s policy is generally to first apply the disbursement toward restricted fund balance
and then to less-restrictive classifications — committed, assigned and then unassigned fund balances.

Proprietary funds distinguish operating receipts and disbursements from nen-cperating items.
Operating receipts and disbursements generally result from providing services and producing and
delivering goods in connection with proprietary fund’s principal ongoing operations. All receipts and
disbursements not meeting this definition are reported as non-operating receipts and disbursements.

Governmental Cash Basis Fund Balances

In the governmental fund financial statements, cash basis fund balances are classified as follows:

Nonspendable — Amounts which cannot be spent because they are legally or contractually
required to be maintained intact.

Restricted — Amounts restricted to specific purposes when constraints placed on the use of the
resources are either externally imposed by creditors, grantors, or state or federal laws or
imposed by law through constitutional provisions or enabling legislation.

Unassigned — All amounts not included in the preceding classifications.

Budgets and Budgetary Accounting

The budgetary comparison and related disclosures are reported as Other Information. During the year
ended June 30, 2014, disbursements exceeded the amounts budgeted in the public works, enlture and
recreation, community and economic development, general government, debt service and business type
activities functions.
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Cash and Pooled Investmenis

The City’s deposits in banks at June 30, 2014 were entirely covered by federal depository insurance or by
the State Sinking Fund in accordance with Chapter 12C of the Code of Jowa. This chapter provides for
additional assessments against the depositories to insure there will be no loss of public funds.

The City is authorized by statute to invest public funds in the obligations of the United States government,
its agencies and instrumentalities; certificates of deposit or other evidences of deposit at federally insured
depository institutions approved by the City Council; prime eligible bankers acceptances; certain high rated
commercial paper; perfected repurchase agreements; certain registered open-end management investment
companies; certain joint investment trusts; and warrants or improvement certificates of a drainage district.

At June 30, 2014, an escrow agent heid U.S. Treasury notes for the City with a carrying amount and fair
value of $3,042,671 which mature in June 2015.

During the fiscal year, the City also owned corporate stock. At June 30, 2014, the City had disposed of this
corporate stock. Corporate stock is not an allowable investment according to the Code of lowa.

In additien, the City had investments in the lowa Public Apgency Investment Trust which are valued at an
amortized cost of $309,366 pursuant to Rule 2a-7 under the Investment Company Act of 1940. The City's
investment in the Iowa Public Agency Investment Trust is unrated.

Interest rate rigk — The City’s investment policy limits the investment of operating funds {funds expected to
be expended in the current budget year or within 15 months of receipt) to instruments that mature within
397 days. Funds not identified as operating funds may be invested in investments with maturities Jonger
than 397 days, but the maturities shall be consistent with the needs and use of the City.

Bonds and Notes Payable

Primary Government

Annual debt service requirements to maturity for general obligation bonds and notes, and the revenue
bonds are as follows:

General Obligation Sewer
Year Ending Bonds and Notes Revenue Bonds Total
June 30, Principal Interest Principal Interest Principal Interest

2015 5 4,140,600 364,635 200,000 104,504 4,340,600 469,139
2016 1,096,000 195,474 205,000 102,704 1,301,000 298,178
2017 1,131,000 174,854 205,000 100,449 1,336,000 275,303
2018 1,125,000 152,286 210,000 97,784 1,335,000 250,070
2019 1,145,000 128,245 210,000 94,634 1,355,000 222,879
2020 1,175,000 102,225 215,000 90,854 1,390,000 193,079
2021 685,000 74,225 220,000 86,984 905,000 161,209
2022 710,000 56,220 225,000 82,364 935,000 138,584
2023 730,000 37,290 230,000 77,301 966,000 114,591
2024 340,000 16,253 235,000 71,781 575,000 88,034
2025 110,000 3,025 240,000 65,613 350,000 68,638
2026 - - 250,000 59,313 250,000 39,313
2027 - - 255,000 51,813 255,000 31,813
2028 - - 265,000 44,162 265,000 44,162
2029 - - 270,000 36,213 270,000 36,213
2030 - - 280,000 28,112 280,000 28,112
2031 - - 250,000 19,012 290,000 19,012
2032 - - 295,000 9,588 295,000 9,588

$12,387,600 1,304,732 4,300,000 1,223,185 16,687,600 2,527,917
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The Code of Iowa requires principal and interest on general obligation bonds be paid from the Debt Service
Fund. However, $20,991 of general obligation bond principal was paid from the Enterprise, Sewer Fund
during the year ended June 30, 2014,

General Obligation Corporate Purpose and Refunding Bonds

In June 2014, the City issued $4,035,000 of general obligation corporate purpose and refunding bonds,
Series 2014. The bonds were issued for the crossover advance refunding of $2,905,000 of general
obligation corporate purpose bonds capital loan notes dated August 1, 2007. The notes will be called on
June 1, 2015, In addition, the balance of money received from this bond, or $1,003,483 will be used for
constructing street, sanitary sewer, storm sewer and sidewalk improvements, and constructing
improvements to the municipal parking lot at the City marina.

The City entered into an escrow agreement whereby the proceeds from the general obligation refimding,
bonds were converted into U.S. government securities. These securities were placed in an escrow account
for the express purpose of paying the principal and interest on the refunded general obligation corporate
purpose bonds as they become due. After the principal and interest on all of the outstanding bonds have
been paid, any remaining funds in the escrow account, together with any interest thereon, shall be returned
to the City. The transactions and balances of the escrow account are recorded by the City since the refunded
debt is not considered extingunished.

The refunding was undertaken to reduce total debt service payments over the next nine years by $339,739
and resulted in an economic gain of $31 5,160.

Sewer Revenue Improvement and Refunding Bonds

The City has pledged fiture sewer customer receipts, net of specified operating disbursements, to repay
4,700,000 of sewer revenue improvement and refunding bonds issued May 31, 2012. The bonds were
issued for the purpose of financing construction of improvements to the municipal sanitary sewer system
and refunding the City’s outstanding Series 2003 and 1994 sewer revenue bonds. The bonds are payahle
solely and only out of the net earnings of the Sewer Utility System and are payable through 2032. Annual
principal and interest payments on the bonds are expected to require less than 64% of net receipts. The
total principal and interest remaining to be paid on the bonds is $5,223,185. For the current year, principal
and interest paid and total customer net receipts were $306,004 and $486,006, respectively.

The resolutions providing for the issuance of the sewer revenue improvement and refunding bonds include
the flowing provisions:

(2) The bond will only be redeemed from the future earnings of the City and the bond holder
holds a lien on the future earnings of the funds.

(b) The City shall establish a rate to be charged to customers in order to produce gross revenues
at least sufficient to pay expenses of the operation and maintenance of the Utility, and to leave
a balance of net revenues equal to at least 110% of the principal and interest of all outstanding
bonds and notes due in the fiscal year, .

(¢} Monthly transfers of 1/6 of the installment of interest next duc and 1/12 of installment
principal due shall be made to a sewer revenue bond and interest sinking account. Monies in
this fund are to be used solely for the purpose of paying principal and interest on the bond.

(d} A sewer reserve fund shall be established and maintained in the amount of $309,313. The
reserve fund will be used for the payment of principal and interest whenever funds on deposit
in the sinking fund are insufficient.

(e) All users of the system, including the City, are required to be charged for service.

The City’s did not fund, on a monthly basis, the sewer revenue bond sinking account as required. Also,

the City is not being charged for sewer service as required.
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Discretely Presented Component Units

Bonds Payable

Annual debt service requirements to maturity for the Osceola Municipal Waterworks water revenue bonds
payable are as follows:

Year Ending Water Revenue Bonds Total

June 30, Principal Interest Total
2015 210,000 37,258 247,258
2016 216,000 33,582 249,582
2017 222 000 29,803 251,803
2018 229,000 25,918 254,918
2019 236,000 21,910 257,910
2020 243,000 17,780 260,780
2021 250,000 13,528 263,528
2022 258,000 9,153 267,153
2023 265,000 4,638 269,638
3 2,129,000 193,570 2,322 570

Water Revenue Bonds

The Waterworks has pledged future water customer receipts, net of specified operating disbursements, to
repay £4,066,000 in water revenue bonds issued in 2002, Proceeds from the bonds provided financing for
the construction of water main replacements. The bonds are payable solely from water customer net
receipts and are payable through 2023, Annual principal and interest payments on the bonds are expected
to require more than 100 percent of net receipts. The total principal and interest remaining to be paid on
the bonds is $2,322,570. For the current year, principal and interest paid and total customer net receipts
were $243,810 and $40,632, respectively.

The resolutions providing for the issuance of the water revenue bonds include the following provisions:

(a) The bonds will only be redeemed from the future earnings of the Waterworks and the bond
holders hold & lien on the future earnings of the funds.

()] The Board shall establish a rate to be charged to customers in order to produce gross revenues
at least sufficient to pay expenses of the operation and maintenance of the Utility, and to leave
a balance of net revenues equal to at least 110% of the principal and interest of all outstanding
bonds and notes due in the fiscal year.

(c) Monthly transfers of 1/6 of the installment of interest next due and 1/12 of the installment of
principal next due shall be made to a water revenue bond and interest sinking account,
Monies in this fund are to be used solely for the purpose of paying principal and interest on
the bonds.

(d) All funds remaining after payment of all maintenance and operating expenses and the
transfers to the restricted accounts noted above can be used to pay for extraordinary repairs or
replacements to the water system, may be used to pay or redeem any bonds, and then can be
used for any lawful purpose.

(e) Al users of the system, including the City, shall pay for usage.
During fiscal year 2014, sufficient user rates were not established at a level to produce net revenues equal
to at least 110% of the principal and interest on the revenue bonds as they become due. In addition, the
balance in the water reverue bond and interest sinking account was deficient at June 30, 2014, Also, the

City 1s not being charged for service as required.
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Lease Purchase Agreement
On September 9, 2009, the City entered into a lease-purchase agreement to lease a motor grader.

On September 9, 2014, there is one lease payment of 18,225 due, of which $17,425 is principal and $800
is interest. This lease purchase is scheduled to be paid off on September 9, 2014.

Payments under lease-purchase agreement totaled $18,225 during the year ended June 30,2014.
Pension and Retirement Benefits

The City contributes to the Iowa Public Employees Retirement System (IPERS), which is a cost sharing
multiple-employer defined benefit pension plan administered by the State of lowa. IPERS provides
retirement and death benefits which are established by state statute to plan members and beneficiaries.
IPERS issues a publicly available financial report that includes financial statements and required
supplementary information. The report may be obtained by writing to IPERS, P.O. Box 51 17, Des Maoines,
Towa 50306-9117.

Most regular plan members are required to contribute 5.95% of their annual covered salary and the City is
required to contribute 8.93% of covered salary. Certain employees in special risk occupations and the City
contribute an actuarially determined contribution rate. Contribution requirements are established by state
statute. The City’s contributions to IPERS for the years ended June 30, 2014, 2013 and 2012 were
$141,630, $152,977 and $153,162, respectively, equal to the required contributions for each year.

Other Postemployment Benefits {OPEB)

Plan Description — The City operates a single-employer health benefit plan which provides
medical/prescription drug benefits for employees, retirees and their spouses. There are 32 active and no
retired members in the plan. Retired participants must be age 55 or older at retirement.

The medical/prescription drug benefits are provided through a fully-insured plan with United Healthcare,
Retirees under age 65 pay the same premium for the medical/prescription drug benefit as active employees,

Funding Policy — The contribution requirements of plan members are established and may be amended by
the City. The City currently finances the benefit plan on a pay-as-you go basis. The most recent active
member monthly premiums for the City and the plan members are $557 for single coverage, 1,113 for
employee/spouse coverage, $1,058 for employee/dependent coverage, and $1,670 for family coverage. For
the year ended June 30, 2014, the City contributed $344,101 and plan members eligible for benefits
contributed $25,236 to the plan.

Compensated Absences

City employees accumulate a limited amount of earned but unused vacation and compensatory hours for
subsequent use or for payment upon termination, retirement or death. These accumulations are not
recognized as disbursements by the City until used or paid. The City’s approximate liability for earned
vacation and compensatory hours payable to emplayees at June 30, 2014, primarily relating to the General
Fund is as follows:

Type of Benefit Amount

Vacation 8 81,953

Compensatory 21,188
Toal F 103,141

The liability has been computed based on the rates of pay in effect at June 30, 2014,
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8 Interfund Transfers

The detail of interfund transfers for the year ended June 30,2014 is as follows:

Transfer to Transfer from Amount

Special Revenue:

Road Use Tax General 112,124
‘Employee Benefits General 53,529

165,653

Debt Service General 418,075
Special Revenue:
Urban Renewal Tax Increment 469,332
Enterprise:
Sewer 2(),991

908,398

Capital Projects General 61,158

Enterprise:
Sewer 40,458

101,616

Enterprise;
Sewer General 15,820

b 1,191,487

Transfers generally move resources from the fund statutorily required to collect the resources to the fund
statutorily required to disburse the resources.

)] Casino Lease

The City of Osceola and the Waterworks have entered into a lease agreement with HGI-Lakeside, LLC and
its successors (Casino) for certain real estate surrounding West Lake and the use of the lake in the operation
of a casino. Unless the Casino terminates the lease, this lease is renewable by the Casino every five years,
with the term of the lease extending through the year 2047.

As part of this lease, the Waterworks is to receive 1.25% of adjusted gross gambling receipts per year from
the Casino. The total amount received by the City in fiscal year 2014 in relation to this was $604,675. The
City is also receiving 0.5% of adjusted gross gambling receipts from the Casino. The total amount received
by the City in fiscal year 2014 in relation to this was $245,797. In addition, the City is also receiving an
additional 0.5% of adjusted gross gambling receipts from the Casino. These receipls are paid direct by the
Casin fo 2 bank account controlled by the Clarke County Reservoir Commission, The total amount
received by the City in fiscal year 2014 in relation to this was $245,797.

(10) Rebate Agreements

The City has entered into various rebate agreements to assist in certain urban renewal projects. The
agreements require the City to rebate portions of the incremental property {ax paid by the developer in
exchange for the construction of buildings and certain infrastructure improvements by the developers,
Certain agreements also require the developer to certify specific employment requirements are met.

The total to be paid by the City under the agreements is not to exceed $2,731 ,099. The total amount rebated
doring the year ended June 30, 2014 was $274,196. The City has rebated a total of $2,302,614 of
incremental property tax under the agreements. The outstanding balance of the agreements at June 30, 2014
was $429,085.
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These agreements are not a gencral obligation of the City. In addition, the agreements are not subject to the
constitutional debt limitation of the City because these agreements are subject to annual appropriation by
the City Council.

Risk Management

The City is exposed to various risks of loss related to torts; theft, damage to and destruction of assets; errors
and omissions; injuries to employees; and natural disasters. These risks are covered by the purchase of
commercial insurance. The City assumes liability for any deductibles and claims in excess of coverage
limitations, Settled claims from these risks have not exceeded commercial insurarce coverage in any of the
past three fiscal years.

Cortingencies }

The City participates in a numiber of Federal and State grant/loan programs. These programs are subject to
program compliance audits by the grantors or their representatives. Entitlement to these resources is
generally conditional upon compliance with the terms and conditions of grant and loan agreements and
applicable federal and state regulations, including the expenditure of resources for allowable pUIPOSEs.
Any disallowance resulting from a federal or state audit may become a liability to the City. The City’s
management believes such revisions or disallowances, if any, wilt not be material to the City.

The City entered into an agreement with Clarke County, Clarke County Development Corporation, and The
Village, Inc. This agreement states that the City will guarantee 25% of the United States Department of
Agriculture loan in relation to construction and equipping of The Village, Inc. City personnel believe this
agreement can be voided, at which time the City would have no potential liability. However, in fiscal year
2014, the City paid $4,788 to Clarke County to satisfy the City’s portion of the loan from the United States
Department of Agriculture.

Commitments

The City has entered into an agreement with the Waterworks for sewer and garbage billing services. The
City agrees to pay the Waterwarks $1,500 per month for fiscal years 2015-2017, and $1,600 per month for
fiscal years 2018-2020.

The City entered into an agreement with the South Central lowa landfill Agency (Agency) which permits
the City’s solid waste contractor to dispose of the waste at the Agency. Since the City is not a member of
the Agency, the City’s agreement with the Agency states that the City will pay $5,000 per month until the
amount of $350,000 is paid. At June 30, 2014, the City has paid $180,000 toward this obligation, and will
owe an additional $170,000 until paid. The total amount paid by the City to the Agency in fiscal year 2014
was 560,000 in relation to this agreement.

The City entered into an agreement with a private contractor for residentia! solid waste collection. The
agreement is through September 30, 2018. The amount paid to the contractor by the City is a set amount
per household, and can be increased each year by the change in the consumer price index. In addition, the
amount paid by the contractor can also be increased if the dumping fees at the landfill are increased. The
total amount paid to the private contractor by the City for residential solid waste collection was $303,610 in
fiscal year 2014.

The City pays its local option sales tax receipts to the Clarke County Reservoir Commission (Commission).
The City will pay the Commission all of its local option sales tax receipts until all the debt incurred by the
Commission is fully paid. The total local option sales tax receipts paid by the City to the Commission
totaled $775,096 in fiscal year 2014.

The City has entered into various construction projects for infrastructure repair and construction. As of
June 30, 2014, approximately $991,000 remains to be paid on these projects. This work will be paid for as
work progresses in fiscal year 2015. The City intends to pay for these projects with federal grants and from
existing cash reserves.
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Subsequent Events

Restatenents

Govermnmental activities net position
Componenet unit net position:
Osceola Volunteer Firefighter's Association
Osceola Municipal Waterworks
General Fund
Special Revenue Funds:
Police Forfeiture
Library
Permanent Funds:
Library
Cemetery Perpetual Care
Fiduciary Funds:
Non Expendable Fund:
Friends of Depot
Expendable Funds:
Library
Police Forfeiture
Agency Fund:
Friends of Depot

Prospective Acconnting Change

The City received a $600,000 federal prant, with the City providing $1,256,500 in local match. As of the
date the financial statements were available to be issued, minimal costs were incurred on this project, as
this project was still in the design and engineering phase.

The City has evaluated all subsequent events through March 31, 2015, the date the financial statements
were available to be issued.

In fiscal year 2015, the City issued $1 16,625 in a lease-purchase obligation,

The beginning cash balances were restated to reflect the proper balances and the proper classification
between accounts and funds. The restatements are as follows:

The City awarded contracts totaling approximately $740,000 for airport and infrastructure projects in fiscal
year 2015. The City intends to pay for these projects with federal grants and from existing cash reserves.

Balances at
July 1, 2013,
as previously

Balances at
July 1, 2013

reported Restatements as restated

5 2,893,018 379,593 3,272,611
- 2,788 2,788 .

589,048 28,061 617,109

1,198,794 41,014 1,239,808

. 9,624 9,624

- 327,812 327,812

- 1,759 1,759

102,848 (616) 102,232

20,746 (20,746) -

329,571 {329,571) -

9,624 (9,624) -

- 20,746 20,746

The Governmental Accounting Standards Board has issued Statement No. 68, Accounting and Financial
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Reporting for Pensions — an amendment of GASB No. 27. This statement will be implemented for the fiscal
year ending June 30, 20135, The revised requirements establish new financial reporting requirements for
state and local governments which provide their employees with pension benefits, including additional note
disclosures and required supplementary information.



Other Information
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City of Osceola
Notes to Other Information - Budgetary Reporiing

June 30, 2014

The budgetary comparison is presented in accordance with Governmental Accounting Standards Board
Statement No. 41 for governments with significant budgetary perspective differences resulting from not being
able to present budgetary comparisons for the General Fund and each major Special Revenue Fund.

In accordance with the Code of Iowa, the City Council annually adopts a budget on the cash basis following
required public notice and hearing for all funds except Internal Service Funds. The annual budget may be
amended during the year utilizing similar statutorily preseribed procedures.

Formal and legal budgetary control is based upon nine major classes of disbursements known as functions, not
by fund. These nine functions are: public safety, public works, health and social services, culture and recreation,
community and economic development, general government, debt service, capital projects, and business type
activities. Function disbursements required to be budgeted include disbursements for the General Fund, the
Special Revenne Funds, the Debt Service Fund, the Capital Projects Funds, the Permanent Funds and the
Enterprise Funds. Although the budget document presents function disbursements by fund, the legal level of
control is at the aggregated function level, not by fund. During the year, there were no budget amendments,

During the year ended June 30, 2014, disbursements exceeded the amounts budgeted in the public works, culture

and recreation, community and economic development, peneral government, debt service and business type
activities functions.
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Receipts:
Property tax
Use of money and property
. Intergovernmental
Miscellaneous
Total receipts

Disbursements:
Operating:
Public sofety
Public works
Culture and recrention
Community and economic development
General government
Total disbursements

Excess (deficiency) of receipts aver
(under) disbursements

Other financing sources:
Operating transfers in
Tota! other financing sources (uses)

Change in cash balances
Cash balances beginning of year

Cash halances end of yenr

Cash Basis Fund Balanees
Naonspendable:

Library

Cemetery perpetual care
Restricied for:

Streets

Other purposes

Total cash basis fund balances

City of Osceols

Schedule 1
Schedule of Cash Receipts, Disbursements
and Changes in Cash Balances
Nonmajor Governmental Funds
As of and for the year ended June 30, 2014
Special Revenue Permanent
Cemetery
Road Use Employes Police Perpetual
Tax Benefits  Library Forfeiture Library Core Totul
5 - 288,794 - - - - 288,794
- - 4,249 3 - - 4,254
492,179 - - - - - 4152179
3,598 - 230 - - 1,030 4,858
495,777 288,794 4,479 5 - 1,030 790,085
- 224 344 - 300 - - 224,844
366,875 117,304 - - - - 684,179
- 107,046 13,448 - - - 120,454
- 27422 - - - - 27,422
- 60,337 - - - - 60,337
566,875 536,453 13,448 500 - - 1,117,276
(71,098) (247,659) (8,%69) (495) - 1,030 (327,151)
112,124 53,529 - - - - 165,653
112,124 33,529 - - - - 165,653
41,026 {194,130} (8,969 495) - 1,030 (161,538)
834 194,130 327,812 9,624 1,759 102,232 636,391
5 41,860 - 318,843 9,129 1,759 103,262 474,853
5 - - - - 1,759 - 1,759
- - - - - 103,262 103,262
41,860 - - - - - 41,860
- - 318,843 9,129 - - 327,972
§ 41,860 - 318,843 9,129 1,739 103,262 474,853

See accompanying independent suditor's report.
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City of Osceola

Schedule 5
Schedule of Expenditures of Federal Awards
Year ended June 30, 2014
Apgency
CFDA Pass-Through Program
Grantor/Program Number Number Expenditures
Direct:
U.8S. Department of Justice:
Public Safety Partnership and
Community Policing Grants 16.710 20010-UMWX0092 § 54,361
U.S. Department of Transportation:
Federal Aviation Administration Airports Division:
Airport Improvement Program 20,106  3-19-0108-012-2013 232,217
3-19-0108-013-2014 22,864
255,081
Total - Direct 309,442
Indirect:
U.S. Department of Housing and Urban Development:
lowa Economic Development Authority:
Community Development Black Grants/State's
Program and Non-Entitlement Grants in Hawaii
(556,023 provided to subrecipients) 14.228 12-WSs-022 228,989
s 13-DTR-003 36,273
13-W5-031 15,347

U.S. Department of Transportation:
lowa Department of Transportation:
Highway Planning and Construction 20.205 13-STPES-104

U.S. Department of Transportation:
Iowa Department of Public Safety:
State and Community Highway Safety 20.600 14-402-MOQP

Total - Indirect

Total

280,609

25,941

4,200

310,730

5 620,192

Basis of Presentation - The Schedule of Expenditure of Federal Awards includes the federal grant activity
of the City of Osceola and is presented on the basis of cash receipts and disbursements, which is a basis
of accounting other than U.S. generally accepted accounting principles. The information in this schedule

is presented in accordance with the requirements of OMB Circular A-1 33, Audits of States, Local

Governments. and Non-Profit Organizations. Therefore, some amounts presented in this schedule may

differ from amounts presented in, or used in the preparation of, the basic financial statements.
See accompanying independent auditor's report.
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Independent Auditor's Revort on Internal Control
over Financial Reporting and on Compliance and Other Matters
" Based on an Audit of Financial Statements Performed in Accordance with
Government Auditing Standards

To the Honorable Mayor and
Members of the City Council:

We have audited in accordance with U.S. generally accepted auditing standards and the standards applicable to
financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United
States, the financial statements of the governmental activities, the business type activities, the aggregate discretely
presented compaonent units, each major fund and the aggregate remaining fund information of the City of Osceola,
lowa (City), as of and for the year ended June 30, 2014, and the related Notes to Financial Statements, which

 collectively comprise the City’s basic financial statements, and have issued our report thereon dated March 31,

2015. Our report expressed unmedified opinions on the financial statements which were prepared on the basis of
cash receipts and disbursements, a basis of accounting other than U.S, generally accepted accounting principles.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the City's internal control over
financial reporting to determine the audit procedures appropriate in the circumstances for the purpose of expressing
our opinions on the financial statéments, but not for the purpose of expressing an opinion on the effectiveness of the
City’s internal control, Accordingly, we do not express an opinion on the effectiveness of the City’s internal control.

Our consideration of internal control was for the limited purpose described in the preceding paragraph and was not
designed to identify all deficiencies in internal control that might be material weaknesses or significant deficiencies
and, therefore, material weaknesses or significant deficiencies may exist that were not identified. However, as
described in the accompanying Schedule of Findings and Questioned Costs, we identified deficiencies in internal
control we consider to be material weaknesses and significant deficiencies.

A deficiency in internal control exists when the design or operation of a contral does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect and correct
misstatements an a timely basis. A material weakness is a deficiency, or a combination of deficiencies, in internal
control such that there is a reasonable possibility a material misstatement of the City’s financial statements will not
be prevented or detected and corrected on a timely basis. We consider the deficiencies in internal control described
in Part IT of the accompanying Schedule of Findings and Questioned Costs as items I-A-14 through I11-D-14 to be
material weaknesses,

A significant deficiency is a deficiency, or a combination of deficiencies, in internal control which is less severe
than a material weakness, yet important enough to merit attention by those charged with governance. We consider
the deficiencies described in Part II of the accompanying Schedule of Findings and Questioned Costs as items I1-E-
14 through 1I-G-14 to be significant deficiencies.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City's financia) statements are free of material
misstatement, we performed tests of jts compliance with ceriain provisions of laws, regulations, contracts and grant
agreements, non-complianee with which could have a direct and materia) effect on the determination of financial
statement amounts. However, providing an opinion on compliance with those provisions was not an objeciive of our
audit and, accordingly, we do not express such an opinion. The resulis of our tests disclosed no instances of non-
compliance or other matters that are required to be reported under Government Auditing Standards, However, we
noted certain immalerial instances of non-compliance or other matters which are described in Part IV of the
accompanying Schedule of Findings and Questioned Costs.

Comments involving statutory and other legal matters about the City’s operations for the year ended June 30, 2014
are based exclusively on knowledge obtained from procedures performed during our audit of the financial
statements of the City. Since our audit was based on tests and samples, not all transactions that might have had an
impact on the comments were necessarily audited. The comments involving statutory and other legal matters are not
intended to constitute legal interpretations of those statutes.

The City’s Responses to the Findinps

The City’s responses to the findings identified in our audit are described in the accompanying Schedule of Findings
and Questioned Costs. The City’s responses were not subjected to the auditing procedures applied in the audit of the
financial statements and, accordingly, we express no opinion on them.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance and the
resuits of that testing and not to provide an opinion on the effectivenass of the City’s internal control or on
compliance. This report is an integral part of an audit performed in accordance with Government Aunditing Standards
in considering the City’s internal control and compliance. Accordingly, this communication is not suitable for any
other purpose.

We would like to acknowledge the many courtesies and assistance extended to us by personnel of the City during
the course of our audit. Should you have any questions conceming any of the above matters, we shall be pleased to

discuss them with you at your convenience.
— A AL HLL
{W r 7 %

FALLER, KINCHELQE & CO., PLC

March 31, 2015
Des Moines, lowa
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Independent Auditer’s Report on Compliance
for Each Major Federal Program and on Internal Control over Compliance

Required by OMB Circular A-133

To the Honorable Mayor and
Members of the City Council:

Report on Compliance for Each Major Federal Program

We have audited the City of Osceola Iowa’s (City) compliance with the types of compliance requirements described
in 1.5, Office of Management and Budget (OMB) Circular A-133 Compliance Supplement that could have a direct
and material effect on the City”s major federal programs for the year ended June 30, 2014, The City’s major federal
programs are identified in Part I of the accompanying Schedule of Findings and Questioned Costs.

Management's Responsibility

Management is responsible for compliance with the requirements of laws, regulations, contracts and grant
agreements applicable to its federal programs.

Auditor’s Responsibility

Our responsibility is to express an opinion on compliance for the City’s major federal programs based on qur andit

of the types of compliance requirements referred to above. We conducted our andit of compliance in accordance
with U.5, generally accepted auditing standards, the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States, and OMB Circular A-133,
Audits of States, Local Governments, and Non-Profit Orpanizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance with the
types of compliance requirements referred to above that could have a direct and materia) effect on a major federal
program occurred. An audit includes examining, on a test basis, evidence about the City’s compliance with those
requirements and performing such other procedures as we considered necessary in the circumstances.

We believe our audit provides & reasonable basis for our opinion on compliance for the major federal programs.
However, our audit does not provide a legal determination of the City’s compliance.

Opinion on Each Major Federal Program

In our opinion, the City complied, in all material respects, with the types of compliance requirements referred to
above that could have a direct and material effect on its major federal programs for the year ended June 30, 2014.
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Report on Internal Control Over Compliance

The management of the City is responsible for establishing and maintaining effective internal control over
compliance with the types of compliance requirements referred to above. In planning and performing our audit of
compliance, we considered the City’s internal control over compliance with the types of requirements that could
have a direct and material effect on the major federal programs {o determine the auditing procedures appropriate in
the circumstances for the purpose of expressing an opinion on compliance for the major federal programs and to test
and report on internal contro] over compliance in accordance with OMB Circular A-133, but not for the purpose of
expressing an opinion on the effectiveness of internal contro] over compliance. Accordingly, we do not express an
opinion on the effectiveness of the City’s internal control over compliance,

Qur consideration of internal control over compliance was for the limited purpose described in the preceding
paragraph and was not designed to identify all deficiencies in internal contro] over campliance that might be
material weaknesses or significant deficiencies and, therefore, material weaknesses or significant deficiencies may
exist that were not identified. However, as discussed below, we identified deficiencies in internal conirof over
compliance we consider to be material weaknesses and other deficiencies we consider 1o be significant deficiencies,

A deficiency in internal control over compliance exists when the design or operation of a control over compliance
does not allow management ar employees, in the normal course of performing their assigned functions, to prevent or
detect and correct nencompliance with a type of compliance requirement of a federal program on a timely basis. A
material weakness in intemal control over compliance is a deficiency, or a combination of deficiencies, in internal
control over compliance, such that there is a reasonable possibility material noncompliance with a type of
compliance requirement of a federal program will not be prevented or detected and corrected on a timely basis. We
consider the deficiencies in internal control aver compliance described in the accompanying Schedule of Findings
and Questioned Costs as ftems 1I-A-14 through 111-1>-14 to be a material weaknesses.

A significant deficiency in internal control over compliance is a deficiency, or a combination of deficiencies, in
internal control over compliance with a type of compliance requirement of a federal program that is less severe than
a material weakness in internal control over compliance, yet inportant enough to merit attention by those charged
with governance. We consider the deficiencies in internal contro] over compliance described in the accompanying
Schedule of Findings and Questioned Costs as items I11-E-14 through 111-H-14 to be significant deficiencies.

The City’s response to the internal control over compliance finding identified in our audit is reported in the
accompanying Schedule of Findings and Questioned Costs. The City’s Tesponse was not subjected o the auditing
procedures applied in the audit of compliance and, accordingly, we express no opinion on the response.

"The purpose of this report on internal control over compliance is solely to describe the scope of our testing of

intemnal control over compliance and the results of that testing based on the requirements of OMB Circular A-133.
Accordingly, this report is not suitable for any other purpose.

gz Yt 7

FALLER, KIMCHELOE & CO,, PLC

March 31,2015
Des Moines, lowa
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City of Osceola
Schedule of Findings and Questioned Costs

Year Ended June 30, 2014

Part I: Summary of the independent Auditor’s Resulis:

(a)

(k)

(c)
(d)

(e)

®

(=)

)
®

Unmodified opinions were issued on the financial statements which were prepared on the basis of
cash receipts and disbursements, which is a basis of accounting other than U.S. generally accepted
accounting principles.

Significant deficiencies and material weaknesses in internal control over financial reporting were
disclosed by the audit of the financial statements. '

The audit did not disclose any non-compliance which is material to the financial statements.

Significant deficiencies and material weaknesses in internal control over the major programs were
disclosed by the audit of the financial statements.

An unmodifted opinion was issued on compliance with requirements applicable to the major
programs.

The audit disclosed audit findings which are required to be reported in accordance with Office of
Management and Budget Circular A-133, Section .5 10(a).

The major programs were CFDA Number 14.228 — Community Development Block
Grants/State’s Program and Non-Entitlement Grants in Hawaii and CFDA Number 20.106 Airport
Improvement Program.

The doliar threshold used to distinguish between Type A and Type B programs was $300,000.

The City of Osceola did not qualify as a low-risk auditee.
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City of Osceola
Scheduie of Findings and Questioned Costs

Year Ended June 30,2014

i Part I1: Findings Related to the Financial Statements:

L INTERNAL CONTROL DEFICIENCIES:

II-A-14 Segregation of Duties — One important aspect of internal control is the sepregation of duties

e
t

II-B-14

among employees to prevent an individual employee from handling duties which are
incompatible. Although one to three individuals are involved in the accounting duties of the City
of Osceola (City), there is insufficient segregation of duties to prevent one individual from having
control over each of the following areas:

1) Cash — reconciling bank accounts, initiating cash receipts and handling and recording
cash.

2) Investments — detailed record keeping, custody and reconciling.

3) Long-term debt — recording and reconciling.

4) Receipts - collecting, depositing, posting and reconciling,

5) Accounting system — performing all general accounting functions and having
custody of City assets.

6) Disbursements — preparing checks, signing checks and access to the accounting
records.

7) Petty cash ~ custody, reconciling and recording,

8) Payroll - recordkeeping, preparation and distribution.

For the Osceola Volunteer Firefighter’s Association and the Osceola Public Library Foundation,
one individual had control over each of the following areas:

1) Receipts — collecting, depositing, posting and reconciling,
2) Disbursements — preparing, recording and reconciling,
3) Cash~ handling, reconciling and recording.

Recommendation ~ We realize with a limited number of office employees, segregation of duties is
difficult. However, the City, the Oscecla Volunteer Firefighter’s Association and the Osceola
Public Library Foundation should review their control procedures to obtain the maximum internal
control possible under the circumstances utilizing currently available staff, ineluding elected
officials. Evidence of review of reconciliations should be indicated by initials of the independent
reviewer and date of the review.

Response and Corrective Action Planned — The City will review their control procedures to obtain
the maximum internal control possible with the limited staff they have.

Conclusion — Response acknowledged.

Financial Reporting — Internal controls over financial reporting include actual preparation and
review of financial statements, including footnote disclosure, for external reporting, as required by
an other comprehensive basis of accounting, The City does not have the internal resources to
prepare the full-disclosure financial statements required by an other compiehensive basis of
accounting for external reporting purposes. While this circumstance is not uncommon for most
small governmental entities, it is the responsibility of management and those charged with
governance, to prepare reliable financial data, or accept the risk associated with this condition
because of cost or other considerations,

A3



I-C-14

I1-D-14

II-E-14

City of Qsceola
Schedule of Findings and Questioned Cosis

Year Ended June 30, 2014

Recommendation — With a limited number of office employees, gaining sufficient knowledge and
expertise to properly select and apply accounting principles and prepare full disclosure financial
statements for external reporting purposes is difficult. However, we recommend the City continue
to review operating procedures and obtain the internal expertise needed to handle all the aspects of
external financial reporting, rather than rely on external assistance.

Response — The management officials will attempt to read relevant accounting literature and
attend professional education courses to improve in the ability to apply accounting principles.
However, it is not fiscally responsible to add additional staff at this time.

Conclusion — Response acknowledged.

Preparation of Schedule of Federal Awards — Through review of the City's grant activity and the

process of gathering information for required reporting, we determined that there is a need for
improvement in the procedures related to the preparation of the Schedule of Expenditure of
Federal Awards (SEFA), including the accuracy of the CFDA numbers and the accuracy and
completeness of expenditure amounts reported on the SEFA. The City does not have a centralized
process to gather the information required to be reported vnder OMB Circular A-133. Asa result,
the schedule contained errors and omissions.

‘Recommendation — We recommend the City create a process and desipgnate an individual to track

and accurately report all information required to be included on the SEFA.

Response and Corrective Action Planned — We will attempt to implement this recommendation.

Conclusion — Response acknowledged.

Material Adjustments - We proposed several adjusting journal entries that were material to the
City’s financial statements. Adjusting journal entries were made to properly record investments,
receipts and disbursements not recorded, and to properly record Debt Service Fund transactions.
Adjustments were subsequently made by the City to properly record these transactions on the
City's financial statements.

Recommendation — We recommend the City implement procedures to ensure all balances, receipts
and disbursements are properly recorded on the City’s accounting records,

Response — We will attempt to implement these recommendations.
Conglusion — Response acknowledged.

Timely Deposits — Receipts generally appear to be deposited only once per week, resulting in
receipts not being deposited in a timely manner.

Recommendation — To safeguard cash, receipts should be deposited intact on a timely basis,
preferably daily.

Response — We will attempt to implement these recommendations,

Conclusion — Response acknowledged.
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II-F-4

II-G-4

City of Osceola
Schedule of Findings and Questioned Costs

Year Ended June 30, 2014

Chait of Accounts — The City is not consistently following the Uniform Chart of Accounts for
City Governments in Iowa as recommended by the City Finance Committee. For example, several
disbursements were classified to the incorrect department, and other transactions were recorded in
the incorrect fund.

Recommendation — The City should implement procedures to ensure all transactions ar recorded
in accordance with the Uniform Chart of Accounts,

Response — We will implement this to the best of our ability.
Conclusion — Response acknowledged.

Annual Financial Report - The Annual Financial Report for the year ended June 30, 2014 did not
include the separately maintained Osceola Municipal Waterworks financial activities for the year
as required by Chapter 384.22 of the Code of Iowa. Also, as a result of audit adjustments, the
receipts, disbursements and ending cash balance amounts on the Annual Financial Report did not
agree to the audited financial statement amounts.

Recommendation - The Annual Financial Report should include financial activity for all City
activities. In addition, procedures should be implemented to ensure all receipts, disbursements,
and the ending cash balances are properly recorded on the Annual Financial Report.

Response — We will complete the Annual Financial Report correctly as required by Chapter
384.22 of the Code of Towa.

Conclusion — Response acknowlzadged.

INSTANCES OF NON-COMPLIANCE:

No matters were noted.

-45-



City of Osceola
Schedule of Findings and Questioned Costs

Year Ended June 30, 2014

Part I111: Findings and Questioned Casts for Federal Awards:

INSTANCES OF NONCOMPLIANCE:

No matters were noted.

INTERNAL CONTROL DEFICIENCIES:

CFDA Number 14.228: Community Development Block Grants/State’s Program and Non-
Entitlement Grants in Hawaii

Pass-through Agency Number: 12-W85-022, 13-DTR-005, 13-WS-031

Federal Award Year: 2012, 2013

U.S. Department of Housing and Urban Development

Passed through the Iowa Economic Development Authority

CFDA Number 20.106: Airport Improvement Program

Pass-through Agency Number: 3-19-0108-012-2013, 3-19-0108-013-2014
Federal Award Year: 2013,2014

U.S. Department of Transportation

{II-A-14 Preparation of Schedule of Federal Awards — The City does not have a centralized
(2014-001) process to gather the information required to be reported under OMB Circular A-133.
See item 11-C-14.

{1I-B-14 Segrepation of Duties over Federal Receipts — The City did not properly segregate

{2014-002) collection, deposit and record keeping for receipts, including those related to federal
programs. See item II-A-14.

CFDA Number 14.228: Community Development Block Grants/State’s Program and Non-
Entitlement Grants in Hawaii

Pass-through Agency Number: 12-WS-022, 13-WS-031

Federal Award Year: 2012, 2013

U.S. Department of Housing and Urban Development

Passed through the Iowa Economic Development Authority

Hi-C-14 Subrecipient Monitoring — The City entered into an agreement with a Council of

(2014-003) Governments (administrative entity) to administer the Community Development Grant
Programs. When the City enters into such an agreement, the City effectively passes
down all federal requirements of the program to the administrative entity, except for
approving final reports and requesting funds. The agresment does not identify the
administrative entity as a subrecipient when, in fact, the administrative entity became a
subrecipient and must comply with Community Development Block Grant (CDBG)
program and OMB Circular A-133 requirements upon entering into the agreement. In
addition, upon entering into the agreement, the City is responsible for monitoring the
administrative entity for compliance with CDBG and OMB Circular A-133 requirements.

The City has not advised the administrative entity that they become a subrecipient upon
execution of the agreement in which the administrative entity agrees to administer the
program. In addition, the City has not performed any subrecipient monitoring procedures
as required under OMB Circular A-133 in relation to the administrative entity.
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(2014-004)

City of Osceola
Schedule of Findings and Questioned Costs

Year Ended June 30, 2014

Recommendation — The City should develop and implement policies and procedures io
ensure the administrative entity is aware of the subrecipient relationship created when it
enters into a subrecipient agreement to administer the program. In addition, the City
should implement procedures to ensure that its subrecipient is monitored as required by
OMB Circular A-133.

Response and Corrective Action Planned — We will contact the lowa Economic
Development Authority for guidance in relation to this.

Conclusion — Response acknowledged.

Engineer Procurement — The City did not request competitive proposals for the selection
of the engineer on the two projects finded by the Community Development Grant
Program. Instead, the City procured the engineering firm through sele source
procuremenit for this project.

The lowa Economic Development Authority (IEDA) Management guide requires that the
IEDA approve, in advance, sole source procurement for contracts or purchases valued at
$25,000 or more. The engineer in question will be paid more than $25,000 for these
projects.

Recommendation ~ In the future, the City should implement procedures to ensure the
IEDA Management guide is followed in relation to sole source procurement. In addition,
the City should work with the IEDA in order to resolve this situation,

Response and Corrective Action Planned — We wil consult with IEDA as to how best to

handle this issue,

Congclusion ~ Response acknowledged.

CFDA Number 14.228: Community Development Block Grants/State’s Program and Non-
Entitlement Grants in Hawaii

Pass-through Agency Number: 13-DTR-005

Federal Award Year: 2013

U.S. Department of Housing and Urban Development

Passed through the Iowa Economic Development Authority

I-E-14
(2014-003)

Cash Management — The City held Community Development Block Grant funds of over
$100 in excess of 10 days. This is not allowed pursuant to the Community Development
Block Grant requirements.

Recommendation — The City should implement procedures to ensure Community
Development Block Grant funds of over $100 are not held in excess of 10 days, as
tequired by the Community Development Block Grant requirements.

Response and Corrective Action Planned — We will implement this recommendation,

Conclusion — Response acknowledged.
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City of Oscecla
Schedule of Findings and Questioned Costs

Year Ended June 30, 2014

I1I-F-14 Matching — As of June 30, 2014, the City’s match provided for this project was less than

(2014-006) the amount required as documented on the grant budpget, as approved by the Towa
Econemic Development Authority. The grant agreement with the Iowa Economic
Development Authority requires the City to provide local match in the same ratio of local
funds to total funds over the life of the project.

Recommendation — The City should implement procedures to ensure the local match is
provided as required by the grant agreement.

Response and Corrective Action Planned — We will implernent this recommendation. At

the end of the project, we will ensure the local match provided meets or exceeds the
amount as required by grant agreement.

Conclusion — Response acknowledged.

CFDA Number 14.228: Community Development Block Grants/State’s Program and Non-
Entitlement Grants in Hawaii

Pass-through Agency Number: 12-WS-022

Federal Award Year: 2012

U.S. Department of Housing and Urban Development

Passed through the Iowa Economic Development Authority

CFDA Number 20.106: Airport Improvement Program
Pass-through Agency Number: 3-19-0108-012-2013
Federal Award Year: 2013

U.S. Department of Transportation

111-G-14 Notice of Public Hearing for Public Improvements — Even though the City published a
(2014-007)  notice of public hearing, the public hearing was not published between four and twenty

days before the public hearing, as required by Chapter 26.12 and 362.3 of the Code of
lowa.

Recommendation — Before entering into a contract for a public improvement with an
estimated total cost in excess of $100,000, the City Council should hold a public hearing
and give notice at least four but not more than twenty days prior to the hearing.

Response and Corrective Action Planned — We will implement this recommendation.

Conclusion — Response acknowledged.

CFDA Number 20.106: Airport Improvement Program
Pass-through Agency Number: 3-19-0108-012-2013
Federal Award Year: 2013

U.S. Department of Transportation

II-H-14 Bid Procedures — For a construction project, the newspaper publication on April 25, 2013

(2014-008) indicated that sealed bids on this project would be accepted until May 30, 2013.
Subsequent to this date, the engineer issued an addendum which revised the sealed bid
deadline to June 26, 2013, and then extended it again to July 17,2013, However, these
revised sealed bid deadline dates were not published in the newspaper.
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City of Osceala
Schedule of Findings and Questioned Costs
Year Ended June 30, 2014
Chapter 26 of the Code of Towa requires that sealed bids be obtained for projects which
meet the sealed bid criteria. Sealed bids were required to be obtained for this project. It
would appear that by failing to publish in the newspaper the revised sealed bid deadline

date, the City violated the intent of Chapter 26 of the Code of lowa.

Recommendation —~ The City should implement procedures to ensure the Code of Jowa
requirements are met in relation to obtaining sealed bids.

Response and Corrective Action Planned — We will implement this recommendation in
the fitture.

Conclusion — Response acknowledged.
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City of Osceocla
Schedule of Findings and Questioned Costs

Year Ended June 30, 2014

Part IV: Other Findings Related to Required Statutorv Reporting:

IV-A-14 Certified Budeet — Disbursements during the year ended June 30, 2014 exceeded the amounts
budgeted in the public works, culture and recreation, community and economic development,
general government, debt service and the business type activities functions. Chapter 384 .20 of the
Code of lowa states, in part, “Public monies may not be expended or encumbered except under an
annual or continuing appropriation.”

Recommendation — The budget should have been amended in accordance with Chapter 384.18 of
the Code of Towa before disbursements were aliowed to exceed the budget,

Response - We will implement this recommendation.
Conclusion — Response acknowledged.

1V-B-14 Questionable Disbursements - No disbursements were noted that we believe may not meet the
requirements of public purpose as defined in an Attorney General’s opinion dated April 25, 1979.

1V-C-14 Travel Expense - No disbursements of City money for travel expenses of spouses of City officials
or employees were noted.

IV-D-14 Business Transactions — No business transactions between the City and City officials or
employees were noted,

TV-E-14 Bond Coverage — Surety bond coverage of City officials and employees is in accordance with
statutory provisions. The amount of coverage should be reviewed annually to ensure the coverage
is adequate for current operations.

1V-F-14 Council Minutes — Ne transactions were found that we believe should have been approved in the
Council minutes but were not.

The City did not consistently document the vote of each member on split votes. Chapter 21.3 of
the Code of Towa requires the council minutes contain doctmentation sufficient to determine the
vote of each member present.

Some council minutes and related claims were not published within fiftieen days of the meeting,
The City did not consistently publish a summary of all receipts, total disbursements from each
fund, and some claims allowed. All of this is required by Chapter 372.13(6) of the Code of Towa.

Recommendation — The City should decument split council miecting votes by person. In addition,
to ensure cormpliance with the Code of Iowa, all council minutes and claims should be published
within fifteen days of the meeting, a summary of receipts should be published, total disbursements
from each fund and all claims allowed should also be published.

Response — We will implement these recommendations.
Conclusion - Response acknowledged.

1V-G-14 Deposits and Investments — During the year, the City owned corporate stock, which is not a
permissible investment in accordance with the Code of lowa, nor with the City's investment
policy.
Other than the above, no instances of non-cempliance with the deposit and investment provisions

of Chapter 12B and 12C of the Code of lowa and the City’s investment policy were nated.
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City of Osceola
= Schedule of Findings and Questioned Costs
Year Ended June 30, 2014
Recommendation - The City should no longer invest in corporate stock, in accordance with the
Code of Jowa requirements.
Response — We will no longer own corporate stock.

Conclusion — Response acknowledged.

1V-H-14 Sewer Revenue Bonds — The following instances of non-compliance with the sewer revenue bond
resolutions were noted:

*  The sewer revenue bond resolutions require all users of the system, including the City, be
charged for usage. The City is not currently charged for sewer usage.

* The sewer revenue bond resolutions require the City to make sufficient menthly transfers to a
separate sewer revenue bond sinking account for the purpose of making the bond principal
and interest payments when due. The City did not fund the sewer revenue bond sinking
account each month as required.

Recommendation — The City should ensure all City departments pay for sewer usage, and should
— make transfers to the sewer revenue bond sinking account for the purpose of making the bond
![ principal and interest payments when due.

Response — We will implement these recommendations.
i Conclusion — Response acknowledged.

. IV-1-14 Payment of General Obligation Bonds — Certain general obligation bonds were paid from the

Enterprise, Sewer Fund. Chapter 384.4 of the Code of lowa states, in part “Moneys pledged or

i available to service general obligation bonds, and received from sources other than property tax,
must be deposited in the debt service fund.”

P Recommendation ~ The City should transfer from the Enterprise, Sewer Fund to the Debt Service
‘ Fund for future funding contributions for general obligation bonds. Payment of the bonds should
then be disbursed from the Debt Service Fund.

i Response — We will transfer in the future as recommended.
i Conclusion — Response acknowledged.
1V-J-14 Emergency Fund Levy - Chapter 384.8 of the Cods of Iowa provides a City may eslablish an
Emergency Fund and transfers may be made from the Emergency Fund to the General Fund. The
City levied property tax for the Emergency Fund, but recorded the property tax in the General
Fund rather than establishing a separate fund.
Recommendation — The City should review this for compliance in the future,

Response — The City will record the amounts from the emergency levy to a special revenue fund
in order to keep them separate.

Conclusion — Response acknowledged.
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Year Ended June 30, 2014

IV-K-14 Compliance Issues — The City’s liability tax levy appears to be excessive given the amount of
liability insurance costs paid for by the City. The City levied approximately $185,000 for liability
insurance, but the total lability insurance cost was only approximately $128,000. The Code of
lowa only allows a City to establish a liability insurance tax levy up to the amount needed for
applicable liability insurance costs. It would not appear that the Code of Jowa allows a City to
levy a tax for liability insurance purposes in order to fund the general operations of the City. In

| addition, the City pays the liability insurance costs from this levy for the sewer department. Costs

incurred by the sewer operations for liability insurance coverage should be charged to those funds

instead of the tax levy for liability insurance coverage.

i In addition, it appears the City included employee benefits related to employee salaries paid from
the Enterprise, Sewer Fund in its property tax levy. Per lowa Administrative Code [545}, Ch. 4,
the employee benefits levy is onty for employee benelits related to employee salaries paid from

| the General Fund and the Special Revenue, Road Use Tax Fund.

Recommendation - The City should implement procedures to ensure the tax levy for liability
insurance be established at a rate which approximates the applicable liability insurance costs paid
for by the City. In addition, costs incurred for liability insurance coverage for the sewer
operations should be charged to those funds, Also, when the City calculates the employee benefits
levy, the City should exclude employee benefits related to salaries paid from the Enterprise, Sewer
Fund,

Response — We will implement these recommendations,

Conclusion - Response acknowledged.

IV-L-14 Local Option Sales Tax — The City paid $4,788 to the County for the City’s share of the daycare
loan payment. Based on the requirements of the local option sales tax ballot referendum, it is
i questionable if the City can use these local aption sales tax receipts to pay for the City’s share of
the daycare loan payment.

! Recommendation — The City should implement procedures to ensure all local option sales tax
receipts are spent in accordance with the local aption sales tax referendum.

Response — We will implement this recommendation.
Conclusion - Response acknowledged.

- 1V-M-14Garbage Rates — Garbage rates are not set by ordinance, as required by Chapter 384.84 of the
Code of lowa.

Recommendation — The City should establish garbage rates by ordinance as required by the Code
of Towa.

Response — We will implement this recommendation.
Conclusion — Response acknowledged.

1V-N-14 Timely Filing of Claims — The City has to file reimbursement claims with the lowa Economic
Development Authority and the Federal Aviation Administration in order to obtain reimbursement
from federal grants. The City is not timely filing these claims. For example, the City incurred
several hundred thousand dollars of costs in relation to these grants, with some of these costs
incurred in fiscal year 2012. However, as of June 30, 2014, these costs have not been claimed for
reimbursement by the City.
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Recommendation — The City should implement procedures to ensure all grant claim forms are
filed on a timely basis.

Response — In fiscal year 2015, all claim forms have been filed. In addition, we will ensure that
all claim forms are filed timely in the future.

Canclusion - Response acknowledged.

IV-0-14 Casino Lease — The City has various contracts and agreements with the Casino which states the

IV-P-14

City is to receive a total of 2.25% of the adjusted gross gambling receipts from the Casino. It does
not appear the City has implemented procedures to ensure the monetary terms of this agreement
with the Casino are met.

Recommendation - The City should implement procedures to ensure the monetary terms of the
agreement with the Casino are met.

Response — We will evaluate this and determine the appropriate course of action.
Conclusion — Response accepted.

Tax Increment Financing (TIF) — Chapter 403.19 of the Code of Iowa provides a municipality
may certify loans, advances, indebtedness and bonds (indebtedness) to the County Auditor which
qualify for reimbursement from incremental property tax. The County Auditor provides for the
division of property tax to repay the certified indebtedness and provides available incremental
property tax in subsequent fiscal years without further certification by the City until the amount of
certified indebtedness is paid. Indebtedness incurred is to be certified to the County Auditor and
then the divided property tax is to be used to pay the principal of and interest on the certified
indebtedness. Chapter 403.19 of the Code of lowa requires the date the City Council initially
approved the debt be included on the TIF certification. During the fiscal year, the following
concerns were noted in relation to TIF.

*  For the economic development agreements, the City certified the total rebate amount to the
County. The agreements state that the rebate shall be subject to annual appropriation. Until
appropriated, these payments do not represent TIF debt and, accordingly should not have been
certified as debt.

»  The City did not certify some rebate and debt interest costs to the County, even though the
City is using TIF funds to pay for these costs.

» The City ceriifled some costs which do not appear to be allowable TIF related costs,

¢ Currently the City determines the amount of TIF rebate based on the total taxes paid.
However, the economic development agreements state that the TIF rebates would be based on
incremental property taxes. As a result, the City may have paid too much in TIF rebates.

Recommendation — The City should consult with TIF legal counsel to resolve the above issues.

Response — We believe we have fixed all of the above issues in fiscal year 2015.

Conclusion - Response acknowledged.
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Q-14 Anpual Urban Renewal Report — The annual urban renewal report was properly approved and
certified to the Iowa Department of Management on or before December 1.

However, the following exceptions were noted:

* The City’s ending cash balances of the Special Revenue, Urban Renewal Tax Increment Fund
reported on the Levy Authority Summary do not agree with the City's general ledger.

*  The amount reported by the City as TIF debt outstanding was understated by $589,020.

Recommendation — The City should ensure the cash balances and debt amounts reported on the
Levy Authority Summary agree with the City’s accounting records,

Response — These items will be corrected on next year’s report.

Conclusion — Response aclknowledged.
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